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Co-operation Between Accountants and the 
New York Stock Exchange 


During the past quarter century of 
rapid growth and development of the 
accountancy profession, and ever in- 
creasing rec nition of the possibilities 
of its service to business and finance, 
the profession has from time to time 
received valuable help and stimulus 
from various bodies which also have 
a vital interest in encouraging the 
adoption of sound accounting prin- 
ciples and practices by business con- 
Among the earlier of such 
allies may be mentioned the Federal 
Reserve Board and the Federal Trade 
Commission which in 1917 gave their 
endorsement to the pamphlet “Ap- 
proved Methods for the Preparation 
of Balance Sheet Statements,” pre- 
pared by the American Institute of 
Accountants. The Federal Reserve 
also sponsored the revised edition pre- 
pared by the Institute which was pub- 
lished in 1929 under the title of “Veri- 
fication of Financial Statements.” The 
Robert Morris Associates, an organi- 
zation of credit granting executives 
whose membership is recruited largely 
among the banks, has for a number of 
years cooperated in a very whole- 
hearted way in supporting the account- 
ing profession in its stand for the prep- 
aration of financial statements on 
sound principles and the disclosure of 
information essential to an understand- 
ing thereof. 


cerns. 


In recent years the New York Stock 
Exchange has given powerful support 
to the accountant in insisting upon 
good accounting practice in the prep- 
aration of financial statements of cor- 
porations whose securities are listed 
upon the Exchange. For several years 
past the American Institute of Ac- 
countants has had a Committee on Co- 
operation with Stock I-xchanges, which 
has been in close touch with the New 
York Stock Exchange for the purpose 
of encouraging better financial reports 
and the presentation of full informa- 
tion to stockholders of corporations 
whose securities are listed on the Ex- 
change. 

In January last the president of the 
exchange announced that after July 1, 
1933, “all listing applications from cor- 
porations must contain the certificate 
of independent public accountants, 
qualified under the laws of some state 
or country, certifying to the correctness 
of the balance sheet, income statement 
and surplus statement for the most re- 
cent fiscal year. In general, the audit 
or audits must cover all subsidiaries, 
and the scope of the audit must be not 
less than that indicated in a pamphlet 
entitled Verification of Financial State- 
ments issued by the Federal Reserve 
Board in May, 1929, and obtainable 
from that board at Washington, D. C. 
\ll applications must include an agree- 








ment to the effect that future annual 
reports published or sent to stock- 
holders will be similarly audited and 
accompanied by a similar certificate. 

The committee on lists may 
make exceptions to these requirements 
in unusual or extraordinary cases 
where the enforcement of the require- 
ments would, in its opinion, be mani- 
festly unwise or impracticable. The 
committee has concluded that for the 
present it will not require audited state- 
ments from railroad companies report- 
ing to the interstate commerce commis- 
sion, except in the case of those rail- 
roads whose accounts have heretofore 
been currently audited by independent 
accountants.” 

Although, strictly speaking, the audit 
requirement set forth in the foregoing 
announcement applies only to corpora- 
tions listing securities after July 1, 
1933, the influence of the announce- 
ment will be much more far reaching. 
Further, corporations which already 
have securities listed, but which wish 
to list additional securities after July 
1. 1933, will come within the scope of 
the audit requirement. It may there- 
fore be expected to be only a relatively 
short time before the comparatively 
small number of listed companies which 
do not already have their accounts 
audited by independent companies will 


do So. 


stock 


In order that the Exchange may 
make a study of the scope of the audits 
which are being made of listed com- 
panies, the following letter was sent 
by the president of the Exchange (on 
January 31, 1933) to the president of 
“ach corporation the securities of which 
were listed on the Exchange: 

The New York Stock Exchange has re- 
cently announced its intention of requiring 
audited statements in conection with listing 
applications made after July 1, 1933. The 
public response to this announcement indi- 
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cates clearly that independent audits are re- 
garded by investors as a useful safeguard. 

If, however, such a safeguard is to be 
really valuable and not illusory, it is essen- 
tial that audits should be adequate in scope 
and that the responsibility assumed by the 
auditor should be defined. The Exchange is 
desirous of securing from companies whose 
securities are listed, and which now employ 
independent auditors, information which will 
enable it to judge to what extent these essen- 
tials are assured by such audits. In further- 
ance of this end, we should be greatly obliged 
if you will secure from your auditors, upon 
the completion of the audit for the year 1932, 
and furnish to the Committee on Stock List, 
for its use and not for publication, a letter 
which will contain information on the follow- 
ing points: 


1. Whether the scope of the audit con- 
ducted by them is as extensive as that 
contemplated in the Federal Reserve bul- 
letin, “Verification of Financial State- 
ments.” 

2. Whether all subsidiary companies 
controlled by your company have been 
audited by them. If not, it is desired that 
the letter should indicate the relative im- 
portance of subsidiaries not audited as 
measured by the amount of assets and 
earnings of such companies in comparison 
with the total consolidated assets and 
earnings, and should also indicate clearly 
on what evidence the auditors have relied 
in respect of such subsidiaries. 

3. Whether all the information essen- 
tial to an efficient audit has been furnished 
to them. 

4. Whether in their opinion the form 
of the balance sheet and of the income, 
or profit and loss, account is such as fairly 
to present the financial position and the 
results of operation. 

5. Whether the accounts are in their 
opinion fairly determined on the basis 
of consistent application of the system of 
accounting regularly employed by the 
company. 

6. Whether such system in their opin- 
ion conforms to accepted accounting prac- 
tices, and particularly whether it is in any 
respect inconsistent with any of the prin- 
ciples set forth in the statement attached 
hereto. 

I shall personally appreciate very much 
your prompt consideration of this matter 
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and any cooperation which you may extend 
to the Exchange in regard thereto. 

Faithfully yours, 

(Signed) RicHarp WHITNEY, 
President. 
The object of the Exchange being to 

ascertain what is the general practice 
of those now conducting such audits, 
some of the firms which make a num- 
ber thereof thought it would be helpful 
if they should confer and, if possible, 
the 
broader aspects of the question, which 


agree On some presentation of 
would serve as a background for the 
consideration of the individual letters 
which the Exchange will receive in an- 
swer to its inquiry. Considerations of 
time made it impossible to confer with 
all firms undertaking audits of listed 
companies, so the following joint letter 
was sent to the Exchange, under date 
of February 24, 1933, by nine firms of 
accountants : 


Richard Whitney, Esq., President, 


New York Stock Exchange, 
New York, N. Y. 
Dear Sir: 


substantial number of 
corporations whose securities are listed on 
the New York Stock Exchange, we have 
received copies of the letter in relation to 
audits addressed by you to such companies 
under date of January 31. 


\s auditors of a 


We are anxious 
to do everything in our power to assist the 
Exchange, and it has seemed to us that it 
will be helpful and more convenient to the 
Exchange for us to deal with some of the 
general phases of the subject under consider- 
ation collectively in a single letter, reference 
to which will make it unnecessary to discuss 
these points in the letters which we shall 
in due course furnish to our clients and 
which they in turn will presumably furnish 
to the Exchange for its confidential use. 
We fully recognize the importance of de- 
fining the responsibilities of auditors and of 
bringing about a proper understanding on 
the part of the investing public of the scope 
and significance of financial audits, to the 
end that their importance should not be un- 


derrated nor their protective value exag- 
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gerated in the minds of investors. This is 
the more necessary because the problem of 
delimiting the 
tions is 


audits or examina- 
essentially one of appraising the 
risks against which safeguards are desirable 
in comparison with the costs of providing 
such safeguards. The cost of an 
safeguard 


scope ¢ if 


audit so 
against all risks 
would be prohibitive; and the problem is, 
therefore, to develop a 


extensive as to 


general scheme of 
examination of accounts under which reason- 
ably adequate safeguards may be secured at 
that will be 
prudent economy. 
stated by a partner in one of the signatory 
firms in 1926 as follows: 


a cost within the limits of a 


The position was clearly 


“In any such work we must be prac- 
tical; it is no use laying down counsels 
of perfection or attempting to extend the 
scope of the audit unduly. An audit is 
a safeguard; the maintenance of this safe- 
guard entails an expense; and this ex- 
pense can be justified only if the value of 
the safeguard is found to be fully com- 
mensurate with its cost. The cost of an 
audit so extensive as to be a complete 

safeguard would be enormous and far be- 
yond any value to be derived from it. A 
superficial audit is dangerous because of 
the sense of false security which it cre- 
ates. Between the two extremes there 
lies a mean, at which the audit abundantly 
justifies its cost.” 

\Ve are in accord with the general concept 
of the scope of an examination such as would 
justify the certification of a balance sheet 
and income account for submission to stock- 
holders which is implied in the reference to 
the bulletin “Verification of Financial State- 
ments’ contained in the first question asked 


by the Exchange. That bulletin was de- 
signed primarily as a guide to procedure 


which would afford reasonable assurance that 
the financial position of the borrower was not 
less favorable than it was represented by him 
to be; and as the bulletin explicitly states, 
it was not contemplated that such an exami- 
nation would necessarily disclose under-state- 
ments of assets (and profits) resulting from 
charges to operations of items which might 
have been carried as assets, or defalcations 
on the part of employees. 

This latter point is particularly applicable 
to financial examinations of larger companies 
which, generally speaking, constitute the 
class whose securities are listed on the New 











York Stock Exchange. Such companies rely 
on an adequate system of internal check to 
prevent or disclose defalcations and indepen- 
dent accountants making a financial exami- 
nation do not attempt to duplicate the work 
ot the internal auditors. 


The bulletin 
Statements,” to reference has 
made, was, as was clearly pointed out in the 
first edition, framed to fit the case of 
rowers engaged in business on a relatively 
small or medium-sized scale. It was recog- 
nized in that bulletin (see paragraph 131 of 
the present edition) that an effective system 
ot internal check would make some portions 
of the procedure outlined in the bulletin un- 
Naturally, the larger a corpora- 
tion and the more extensive and effective its 
system of accounting and internal check, the 
less extensive is the detailed checking neces- 
sary to an adequate verification of the bal- 
ance sheet. Since companies listed on your 
Exchange are among the larger corporations, 
it is in general true that the procedure in 
examinations of annual accounts is less de- 


“Verification of 
which 


Financial 
been 


bx r- 


necessary. 


tailed in the case of those companies than 
in the class of which the framers of 
the bulletin had particularly in mind. It 
is, however, true, we think, that the exami- 
nations made by independent auditors in such 
cases, coupled with the system of internal 
check, constitute at least as effective a safe- 


cases 


guard as is secured in the case of smaller 
corporations having a less adequate system 
of internal check, in the examination of 
which the procedure outlined in the bulletin 
has been more closely followed. 

form of financial examina- 
tion of listed companies, insofar as it relates 
to the verification in detail of the income 
account, is not, we believe, so extensive 
as that contemplated by the bulletin. To veri- 
fy this detail would often be a task of a 
very considerable magnitude, particularly in 
the case of companies having complex ac- 
counting systems, and we question whether 
the expense of such a verification would be 
‘justified by the value to the investor of the 
results to be attained. 


The ordinary 


The essential point is 


to guard against any substantial overstate- 
ment of income, and this can be reasonably 
assured by the auditor satisfying himself of 
the correctness of the balance sheets at the 
beginning and end of the period covered hy 
his examination, and reviewing the important 
transactions during the year. 
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The second point on which information is 
requested in your letter to listed companies 
relates to subsidiary companies. This ques- 
tion is obviously pertinent, and presents no 
difficulty to the accountant called 
reply to it. 

The third question, calling for a statement 
whether all essential information has been 
furnished to the auditors contemplates, we 
take it, that the auditors shall indicate 
whether all the information which they have 
deemed essential 
nished to them. 
that a management might be in possession of 
information which would have a material 
bearing on the accountant’s view of the finan- 
cial position if he knew of its existence, but 
that the auditor might have no way of dis- 
covering that such information existed. 

Your fourth question relates to the form 
in which the accounts are submitted. We 
take it that you desire to be informed 
whether the accounts in the opinion of the 
auditor set forth the results fairly to the 
extent that they purport to do so, and that 
the inquiry does not go to the question 
whether regard for the interests of the stock- 
holders calls for more detailed statements of 
the financial position and the operations of 
the company than those now given. The 
question how much information should be 
given to stockholders is one on which wide 
differences of opinion exist, and it is not our 
understanding that the Exchange is attempt- 
ing to deal with this point in this inquiry. 

Reierring to the fifth question—we attach 
as great importance as the Exchange evi- 
dently does to consistency of method in the 
presentation of financial statements by cor- 
porations. The only further comment on this 
question which seems called for is to empha- 
size the part which judgment 
plays in the determination of results, even 
if principles are consistently adhered to. 
There would, we take it, be no objection 
to an accountant answering the fifth in the 
affirmative, even though in his opinion the 
judgment of the management had been some- 
what more conservative at the close of a 
year than a year earlier, or vice versa. We 
think it well to mention this point and to 
emphasize the fact that accounts must neces- 
sarily be largely expressions of judgment, 
and that the primary responsibility for form- 
ing these judgments must rest on the man- 
agement of the corporation. And though the 

(Concluded on page 16) 


upon 


and sought has been fur- 
It is obviously conceivable 


necessarily 
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Taxation 

By Wa. D. 
(Chica 

Hlinois is derived 
largely from assessments against real 
estate and personal property. The as- 
of property 
heretofore failed to yield a sufficient 
share of the total revenue and the re- 


Tax revenue in 


sessinent personal has 


sult has been a steadily increasing bur- 
den This 
has brought about something of a tax 
revolt, which, coupled with the tax- 


on real property. situation 


payers’ present inability to pay heavy 
assessments, has resulted in the delin- 
quency of large portions of the assess~ 
ments made during recent years. 
Collection of taxes in Cook County, 
in which Chicago is located, is particu- 
larly difficult due to the burden placed 
upon real estate. Furthermore, the as- 
sessment machinery in Cook County is 
about one year behind, there having 
been no assessment since the levy for 
1931. Payrolls of public employees, in- 
cluding the school teachers, are several 
months in arrears and the various gov- 
ernmental bodies are in a desperate 
financial condition. In an effort to re- 
lieve the situation an income tax Dill 
was passed in the early part of 1932 
but it has been declared unconstitu- 
tional. There is considerable agitation 
at present for a general sales tax, the 
revenue from which would be used for 
unemployment relief and school funds. 
All persons and corporations having 
property within the state and corpora- 
tions doing business within the state, 
regardless of whether they have prop- 
erty therein, are subject to one or more 
forms of taxation. A summary of 
these taxes with brief comments is 
contained in the following paragraphs. 
Corporation Organisation: At the 
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date of incorporation in Hlinois or at 
the time of issuance of additional cap- 
ital stock by an Illinois corporation a 
fee must be paid to the secretary of 
state. This fee is computed on the 
basis of 1/20 of one per cent. of the 
amount of stock issued or to be issued 
with a minimum fee of $20. 

The secretary of state must be noti- 
fied within thirty days after the issu- 
of additional the 
stock is deemed to have been unlaw- 
fully issued. 

Joint stock associations, insurance, 
building and Joan, and surety com- 


ance stock or else 


panies are exempt from this tax. 

License, Corporation: 
foreign corporation must secure a 
license and pay an initial tax in order 
to do business within the state. The 
tax is computed at 1/20 of one per 
cent. of the issued capital stock multi- 
plied by a fraction representing the 
ratio which the property and gross re- 
ceipts in Illinois bear to the total prop- 
erty and gross receipts. There is a 
minimum fee of $20. 

lf the proportion of property and 
business in IJlinois increases in subse- 
quent years an additional tax will be 
collected thereon. 

Joint stock associations, banks, in- 
surance, building and loan, and surety 
companies are not subject to this tax. 

Franchise Tax: Both domestic and 
foreign corporations are subject to an 
annual franchise tax payable in ad- 
vance. The tax is at the rate of 1/20 
of one per cent. of the amount of cap- 
ital to be employed within the state 
during the year. Illinois corporations 
which have no property within the state 


Foreign 

















are nevertheless subject to a minimum 
tax varying with the amount of their 
capital stock. A franchise tax report 
must be made to the secretary of state 
at date of incorporation and on or be- 
fore the last day of February of each 
vear thereafter. The tax is payable 
on or before July 1 of each year and 
becomes delinquent if not paid before 
July 31. 

Building and Loan associations, 
banks, insurance companies, religious 
corporations and other corporations 
not organized for profit are exempt 
from this tax. 

Real Estate Tax: Real estate is 
valued quadrennially at its “fair cash 
value” by the assessors. Approximately 
37 per cent. of the fair cash value is 
used as the assessed value. While the 
tax rates vary between districts the 
present rate averages about $7 per hun- 
dred of assessed value, which amounts 
to 2.22 per cent. of fair cash value. 

This tax is assessed as at April 1 
each year and is payable in the succeed- 
ing vear in two installments not later 
than May 1 and September 1. In Cook 
County the payment of the tax does 
not at present follow the above dates 
the failure to make the 
levies at the proper time and the dates 
for payment of the past two assess- 
ments have been set by the collector 


because of 


when the levies were completed. 
-xemptions from this tax apply to 
educational and religious institutions, 
graveyards, state, municipal and fed- 
eral property, and certain societies. 
[i a taxpayer does not agree with 
the valuation set by the assessor he may 
appeal to the Board of Appeals within 
a limited period after May 1. The de- 
cision of the board is final unless fraud 
can be proven by the taxpayer. How- 
ever, in some cases where the taxpay- 
ers have been sued for taxes they have 
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succeeded in making compromise settle- 
ments for amounts less than the orig- 
inal levies. 

real estate is seldom 
dispossessed for failure to pay taxes 


An owner of 


although the unpaid assessments con- 
stitute a cloud on the title. The legal 
procedure in connection with tax sales, 
forfeitures, and dispossessions are not 
of sufficient interest to be discussed in 
detail. 

Personal Property Tax: This tax 
applies to all property other than real 
estate and includes intangibles as well 
as tangible property. Deductions from 
notes and accounts receivable, etc., are 
allowed for certain forms of debt, the 
intention being to offset current obli- 
gations against receivables. 

The law applying to property taxes, 
which was adopted in 1872 and _ has 
been but little changed since that date, 
provides the same basis of valuation 
and tax rates for both personal and real 
property. It is very difficult to inter- 
pret and apply the law under present- 
day conditions with cash, receivables, 
securities, inventories and machinery 
constituting the bulk of personal prop- 
erty as compared with horses, mules, 
cattle, wagons, etc., in 1872. The law 
specifies that personal property shall be 
valued “at its fair cash value.” If prop- 
erty of the type enumerated above is 
valued as the law provides and taxed at 
$6 per hundred the resulting levy 
would be economically unsound. This 
condition has led to the concealment 
of assets, the refusal to file returns and 
pay taxes, and in wide spread tax eva- 
sion. Because of political considera- 
tions it seems doubtful that the law 
will be changed in the near future, but 
a renewed attempt is being made to col- 
lect taxes under the present law. The 
assessor is demanding that balance 
sheets be submitted by the taxpayer al- 
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though this is not required by law. 
Many taxpayers are refusing to fur- 
nish balance sheets, but the assessor has 
the right to call on the taxpayer, place 
him under oath and get the desired in- 
formation in that way. 

The courts have held that the basis 
of valuation of property for tax pur- 
poses must be uniform and whatever 
basis is in general use may be followed. 
A study has been made which reveals 
that the tax values used in most local- 
ities are materially less than the “fair 
cash value.” 


\ citizen's committee designated as 


the “Joint Commission on Real Estate 
Valuation” issued a report on “Ap- 
praisal Standards for the Assessment 


of Personal Property” during July, 
1932. This report proposes that 37 per 
cent. of the gross valuations of per- 
sonal property be used as the assessed 
value. It also makes certain recommen- 
dations for the determination of gross 
values. For example, merchandise is to 
be valued at the lower of cost or mar- 
ket less an allowance of from 20 to 30 
per cent. Machinery and equipment is 
to be reported at the net book value 
less an allowance not to exceed 40 per 
cent. Holders of cash other than banks 
and domestic corporations under this 
plan are to report only ten per cent. of 
the actual amount on the personal prop- 
erty schedule. It is understood that the 
Cook County tax assessor will accept 
returns filed on the basis of the report 
above referred to as being satisfactory. 
Taxpayers should give serious consid- 
eration to the matter of filing returns 
following the general suggestions of 
the commission. The penalty for fail- 
ure to file a return is 50 per cent. of 
the tax determined by the assessor. The 
assessor may increase values if he be- 
lieves that a fair return has not been 
made and there are heavy penalties for 


in Illinois F 


returns. If the values es- 


tablished by the assessor are not satis- 


fraudulent 


factory to the taxpayer he may go be- 
fore the Board of Appeals and submit 
his case. The decision of the Board of 
Appeals is final in the absence of fraud. 

Intangible property under the law 
consists of moneys, credits, bonds 
stocks, franchises, etc. 


r 
Heretofore in- 
tangible property has largely escaped 
taxation. 

As a general rule intangible prop- 
erty of a foreign corporation 1s not 
taxable in Illinois unless it can be estab- 
lished that such assets have acquired a 
within the state. 
Domestic corporations are subject to 


“business situs” 


a capital stock tax which is in effect a 
tax on intangible property, Each do- 
mestic corporation is required to file a 
personal property schedule listing other 
than intangible property, and also a so- 
called capital stock return. The infor- 
mation on this latter return enables the 
assessor to determine a value for in- 
tangible property. 

Individuals, partnerships and certain 
associations are required to file only a 
personal property schedule on which 
both tangible and intangible property 
and deductions are listed. 

The capital stock of banks is taxed 
at its value less the fair cash value of 
any real estate owned by the bank. Al- 
though this is an assessment on the 
stockholders it is the practice for the 
tax to be paid by the bank. 

Personal property taxes are based 
upon the values determined as at April 
1 each year and are payable not later 
than May 1 of the following year. In 
Cook County the dates of payment are 
temporarily changed because of the de- 
lay in assessing. 

The personal property tax does not 
apply to religious and educational in- 
stitutions, certain societies, United 

















States Government securities, and cap- 
ital stock of domestic corporations ex- 
cept banks. 


Sales Tax: <A sales tax has just 
been enacted which is effective on 
April 1, 1933. This act imposes a 


tax upon persons engaged in the busi- 
ness of selling tangible personal prop- 
erty in Illinois at the rate of three (3) 
per cent. of the gross cash receipts 
from such sales in Illinois of tangible 
personal property made in the course 
of business on and after April 1, 1933 
and prior to July 1, 1935. The tax, 
not imposed upon the 
privilege of engaging in any business 
in interstate commerce or otherwise, 
which may not, under the 
Constitution and statutes of the 
United States, be made the subject of 
taxation by the State of Illinois. 


however, is 


business 


Foreign Insurance Companies: For- 
eign insurance companies doing busi- 
ness in Illinois are subject to a state 
privilege tax at the rate of two per 
cent. of net premiums from risks with- 
in Illinois. 

Gifts, Legacies and Inheritances 
Tax: <A tax is imposed on residents 
upon the transfer of all property and 
life estates by inheritance except realty 
and tangible personalty located with- 
out the state, and on non-residents for 
all property located within the state. 
The tax also applies to transfers made 
in contemplation of death. 


There are three classes of benefi- 
ciaries and taxes as outlined below: 

First. Parents, lineal ancestor, spouse, 
child, brother or sister, wife or widow of 
son, husband of daughter, lineal descendant. 
Exemption for brother or sister $10,000 and 
for all others $20,000. 

Tax rates two per cent. up to $50,000; four 
per cent. on next $100,000; six per cent. on 
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next $100,000; ten per cent. on next $250,000 
and 14 per cent. on additional amounts. 

Second. Uncle, aunt, nephew, 
lineal descendant of same. 

Exemption of $500. 

Tax rates six per cent. up to $20,000; 
eight per cent. on the next $50,000; 12 per 
cent. on the next $100,000; 16 per cent. on 
additional amounts. 

Third. All other beneficiaries except those 
exempt. 

Exemption $100. 

Tax rates ten per cent. up to $20,000; 12 
per cent. on next $30,000; 16 per cent. on 
next $50,000; 20 per cent. on next $50,000; 
24 per cent. on next $100,000; 30 per cent. on 
additional amounts. 

Fourth. Beneficiaries using property for 
hospital, religious, educational, bible, mis- 
sionary, tract, scientific, benevolent or chari- 
table purposes and not for profit are entirely 
exempt. 


niece or 


The taxes imposed are based upon 
“the clear market value” of the prop- 
erty. 

Licenses and Occupational Taxes: 
There are a large number of municipal 
and state license and occupational taxes 
which are of no general interest. 

The present County Assessor is a 
public accountant, and, upon assuming 
the duties of the Assessor’s office he 
sought the cooperation of the public 
accountants. The Illinois Society of 
Certified Public Accountants appointed 
a special committee on taxation which 
has rendered what assistance it could 
in connection with the tangled tax situ- 
ation with particular reference to per- 
sonal property and capital stock re- 
turns. 

The Assessor is endeavoring to 
establish a permanent civil service as- 
sessment organization and has appealed 
to a number of organizations, including 
the Illinois Society of Certified Pub- 
lic Accountants, to aid in defining 
duties and outlining qualifications for 
the different classes of positions. 
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The 1932 Annual Reports* 


Considering the progressive business 
difficulties of the past three years, the 
ability of nearly half of the corpora- 
tions to readjust their production costs 
and other expenses sufficiently to still 
show a profit is extremely encouraging. 
As sales figures are not published by 
the majority of concerns, it is impos- 
sible to measure exactly the decline in 
that has occurred. A selected 
group comprising 50 of the more im- 
portant compamies taken from a variety 
of. different industries, which do issue 
sales figures and are still operating at 
a profit, showed aggregate sales in 
1929 of $3,094,000,000 and in 1932 
of $2,125,000,000, a decline of 31 per 
cent. Net profits of these companies in 
the two years were $194,000,000 and 
$77,000,000 respectively, and the dif- 
ference between sales and profits, com- 
posed of material cost, labor cost, other 
expenses, interest, depreciation and 
taxes, was decreased from $2,900,000,- 
000 to $2,048,000,000, or by 29 per 
cent. Volume of sales is to a con- 
siderable extent beyond the control of 
the individual company, but the show- 
ing of this selected group demonstrates 
the necessity of attacking the budget 
of expenses and readjusting it so as 
to correspond with prevailing levels of 
income, 

No less than 85 companies increased 
their profits during 1932 over those of 
1931, or changed from a deficit to a 
profit, and there was an additional 
large number which operated at a loss 
both years but decreased the size of 
the deficit in 1932. Companies report- 
ing increased profits were, for the most 


gross 


*Reprinted from the March, 1933, business 
and financial letter of the National City Bank 
of New York. 


part, relatively small and unrepresenta- 
tive, and were not confined to any par- 
ticular industries. 

Despite the general decline in earn- 
ings last year, a study of the published 
balance sheets shows a high ratio of 
current current liabilities, 
brought about by liquidation of ac- 
counts receivable and inventories and 
further reduction in accounts and notes 
payable. Holdings of cash and _ its 
equivalent have been well maintained. 

The reduction of inventories con- 
firms trade reports of low stocks of 
manufactured goods on hand. A group 
of 150 important corporations having 
a combined net worth of $4,635,000,- 
000, reduced merchandise inventories 
from $972,000,000 at the end of 1931 
to $808,000,000 at the end of 1932. In 
1929 the same companies had inven- 
tories of $1,312,000,000, so that the 
total reduction in three years was 38 
per cent. The decline reflects both 
lower prices and the working down of 
stocks. 

Another feature of the reports is the 
extent by which industry has been re- 
ducing its long-term as well as short- 
term debt. About one-third of this 
group of 150 companies had bonded 
debts totaling $597,000,000 at the end 
of 1929, which had been reduced by 
payments at maturity, calls for redemp- 
tion, purchases for sinking funds and 
purchases at discounts in the open 
market for retirement, to $586,000,000 
at the end of 1931 and to $521,000,000 
at the end of 1932,—a 13 per cent. re- 
duction in three years. It will be seen 
that the liquidation of indebtedness 
during times of depression is prac- 
ticed by corporations as well as by in- 
dividuals. 


assets to 
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INDUSTRIAL CORPORATION PROFITS FOR THE YEARS 1931 AND 1932 
Net Profits Are Shown After Depreciation, Interest, Taxes, and Other Charges and Reserves, but Before 
Dividends 
Net Worth Includes Book Value of Outstanding Preferred and Common Stock and Surplus Account at 
teginning of Each Year 
(In Thousands of Dollars) 





Net Profits? Net Worth Per Cent 
P Years January 1 Return _ | 
No Industry 1931 1932 1931 1932 1931 1932 | 
» Agricultural Implements. $ 1,074 $12,267 $ 180,917 $ 169405 .... =e | 
12 Amusements ........... 6,305 11,346 292,923 279,056 Ze { 
Sree? - NNN io. olse o6'G. 4 sd arbres 3,346 7,818 155,962 135.766 ... 
12 Automobiles ............ 93,757 7 33 1,165,099 1,106,092 8.0 
30 Auto Accessories........ 98 10,671 170,370 152,724 0.1 . 
Bet ER io Grclsiocsis bonhiroaies 38,627 27,160 354,745 340,010 10.9 8.0 
32 Building Materials...... 2,875 11,525 377 564 Ka) Suan 
RS 6 eee 73,188 42,147 802,087 774,965 9.1 5.4 
10. Coal Mitte ... 2.52.5. 9,646 374 229,171 226,412 4.2 0.2 
13 Confectionery and Bevs.. 19,339 13,259 120,695 122,688 16.0 10.8 
33 Cotton Mills. ......cccc 12,116 9,165 265,099 248,674 .... ésierk 
14. Drugs and Sundries..... 45,547 27 704 268,573 278,844 17.0 9.9 
24 Electrical Equipment.... 2,373 18,148 362,965 344,254 
eee ere 1 239 #452 117,840 114,521 , Sess 
35 Food Products—Hise.... 44,571 32,217 622,785 591,830 iz 5.4 
12 Heating and Plumbing... 1,141 1,815 68,589 58,560 .... rai 
16 Household Goods ....... 24,433 8,051 178,759 186,655 = 13.7 4.3 
3S Iron and Steel........... 3,698 127,194 3,059,919 3,543,456 0.1 
56 Machinery and Tools.... 1,090 22,158 344,779 321,948 
18 Meat Packing neta rnarety 9216 2,029 688,027 642,724 .... ae 
25 Mdse.—Chain Stores..... 85,775 53,507 614,042 616,782 14.0 8.7 
+ Mdse.—Dept. Stores..... 1,430 8,493 153,014 Co a 
3 Mdse—Mail Order ..... 12,278 2701 209,597 207,666 5.9 
18 Mdse—Wholesale, etc... 6,995 5,605 145,482 139,031 
7 Mining, Copper ........ 5,084 7 854 174,276 160,151 ; : 
7 Mining, Other Non-fer.. 4,230 1,368 323,713 258,285 i 0.5 
Office Equipment ....... its S417 100,524 C5508 ois ignite 
7 Paint and Varnish...... 4,505 1,008 98,0625 95,347 4.6 1.1 
21 Paper and Products..... 3,148 865 215,402 209,702 1.5 re 
a 1740 12,194 729,950 662,872 ae 1.8 
8 Petroleum Pipe Line.... 2,605 956 41,389 41,189 6.3 2.3 
16 Printing and Publishing. 14,000 6,466 114,813 110,535 12.2 5.8 
14 Railway Equipment ..... 11,558 16,591 478,771 436,908 .... 
RS ee ee oe cvs once oe 6,937 294 166,289 145,374 4.2 
» Restaurant Chains ...... 1,021 160 29,014 25,023 BB 
4 Rubber Tires, etc....... 816 3,028 419,364 CS is 
2 See esr ; 13,388 4,715 200,596 183,778 6.7 2.6 
20 Silk and Hosiery....... 2,612 3,336 105,765 89,186 
S Sugar—Cuban . 3 ern a 9 574 11,041 109,910 2) Se ie as 
8 Sugar—Other .......... 2.108 4,171 82,120 81607 26 5.1 
22 Textile Products—Misc. 3,945 9 422 225,849 215,379 ky Gn 
a NS. 5 os ceva weweee 79,469 73,386 546,859 554,539 14.5 j 
a ar reer 3,693 8,696 117,283 5 
79 Miscellaneous—Mfg. ... 34,969 4,086 865,919 810,067 4.0 0.5 
48 Miscellaneous—Services. 10,369 1,004 269,218 254.119 3.9 0.4 
EY II ois one coceienserens "$559,271 $15,349 — $16,965,252 $16,059,002 3.3 


indicate deficits. 
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The Trend in Different Industries 

()f the 45 industrial classifications 
given, 18 show a net profit for last year 
and 27 a net deficit. Reports of 33 
iron and steel companies, with a net 
worth of $3,543,000,000, including 
United States Steel Corporation, re- 
flect the extremely low rate of steel 
production by a net deficit of $127,- 
000,000, compared with a profit of 
$4,000,000 in 1931 and a profit of 
$169,000,000 in 1930. A similarly 
poor showing was reported by the 
other heavy industries, including ma- 
chinery, agricultural implements, elec- 
trical equipment, railway equipment, 
etc. 

Twelve automobile companies, with 
a net worth of $1,106,000,000, had a 
combined net deficit in 1932 of $7,000,- 
000, compared with a net profit of 
$94,000,000 in 1931 and $161,000,000 
in 1930. 

The petroleum industry furnished a 
notable exception to the general trend, 
the results of 23 companies engaged 
in production, refining and distribution 
changing from a deficit of $2,000,000 
in 1931 to a net profit of $12,000,000 
in 1932, the latter figure representing 
a return of 1.8 per cent. on the $663,- 
000,000 net worth. The more favor- 
able showing last year was due to the 
termination of the long decline in 
prices of crude and refined products, 
combined with a decrease of only 10 
per cent. in the domestic consumption 
and exports of all oils. 

The tobacco companies made an ex- 
ceptional showing, with net profits of 
$73,000,000 in 1932, as compared with 
$79,000,000 in 1931. 


Notes 


At a joint meeting of the Atlanta 
Chapter of the Georgia Society of Cer- 
tified Public Accountants and the At- 
lanta Chapter of the National Associa- 
tion of Credit Men held on December 
loth last, the subject discussed was 
“Accounts Receivable at December 31, 
1932.”) Mr. S. B. Ives, who is in 
charge of our Atlanta office, was one of 
the principal speakers on that occasion. 


Mr. Myron J. 
office 
member of 


Boedeker of our Los 
has appointed 
an important committee 
of the Los Angeles Chapter of the 
California State Society of C.P.A.’s, 
to cooperate with stock exchanges in 
the determination of auditing stand- 
ards, ete. 


Angeles been 


Mr. Gibson was one of the speak- 
ers at the annual convention of the 
Western Hospital Association held in 
Long Beach on February 23, 1933. 
The announcement in the Western 
Hospital Review read as follows: 


The second paper will be given by Mr. 
Walter B. Gibson, C.P.A., resident partner 
of Lybrand, Ross Bros. & Montgomery, in- 
ternationally known public accountants. Mr. 
Gibson has had a wide experience in his 
chosen work which qualifies him to speak to 
us on “Suggestions Regarding how the Man- 
agement Can Measure the Economic Effi- 
ciency of the Institution.” It is this speaker's 
knowledge of financial and operating reports 
that fits him so well to our needs. He will 
make suggestions regarding what reports 
should be made, what they must tell, how to 
interpret them and how to apply knowledge 
so obtained to the benefit of your institution. 
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The Southern California Earthquake 


Impressions of our Los Angeles Staff 


A comparatively heavy earth-shock 
struck points in Southern California 
at about five fifty P. M., Friday, 
March 10, 1933, with continuing earth 
tremors for several days following. 
The shake was felt with intensity only 
over a limited area, principally in a 
twenty-mile stretch between Los An- 
geles and the ocean. While reports 
appearing in eastern papers were in 
some instances greatly exaggerated, 
considerable property damage was suf- 
fered, lives lost and injuries sustained. 
The city of Los Angeles suffered little 
damage but was close enough to the 
center of the quake to make the fol- 
lowing impressions contributed by va- 
rious members of the Angeles 
office organization of interest. 


Los 





My impressions of the earthquake? 
That minute or so that took hours to 
pass, on Seventh Street beside the Bul- 
lock Building ; I can write them, if not 
from the heart, at least from the solar 
plexus which has not yet stopped pal- 
pitating. 

It is dusk and the streets are bright 
with lights and gay with electric signs 
as the last of the rush hour crowd hur- 
ries homeward. The_ lights flicker. 
Red, blue, green signs dim and fade 
to sickly shades—the power must be 
off—the lights are out completely, 
street cars stop. Their clatter ceases 
and the canyons between the buildings 
are shadowy, dark grey, and heavy 
with an ominous silence. Then the 
deep rumble as the earth rocks—a pat- 
ter like rain on the sidewalk as tiny 
chips of rock, bits of brick, flakes of 
mortar, come rattling down from the 
buildings. ' 
Swaying walls of masonry tower 


high over the insignificant little figures 
shuffling along the sidewalks. The si- 
lence is terrifying in the eerie grey 
half-light; not a scream, not a shout, 
not a sound but a low rumble and the 
scuffling of hundreds of running feet. 


Frightened people dash into the 
street, into buildings, out of buildings, 
under archways, this way and _ that. 
The unsteady earth trembles and rocks, 
shaking all feeling of security out of 
the white-faced groups shivering under 
hastily chosen shelters. When will the 
streets fill with weckage? Who will 
be under those tons of brick and rock 
that sway and swing crazily up there 
in the sky? Who will escape? 

The spell breaks as the ground 
quiets down to a little uneasy quiver. 
“Guess that scared the sinners,” says 
a sailor in a huddled group of people, 
and a chorus of “Yes, sir,” “Sure did,” 
and “You bet,’”’ in shaky, high-pitched 
voices accompanies shrill nervous 
laughs. 

The streets light up and the tension 
is relieved. No damage in sight; not 
a window broken or a cornice fallen. 
A babble of voices and sharp laughter 
breaks out as everyone tells everyone 
else where he was, how he felt, what 
he did. There is a rush for busses and 
street cars; any bus, any car, if it is 
leaving the rows of high buildings. On 
the busses everyone talks to everyone 
else. “No damage here.” “All the 
windows broken there.” ‘Elevators 
stuck somewhere else.” “Must have 
centered here.” “No, it was worse 
there.” 


And not until reports came over the 
radio did they know that the real cen- 
ter, the awful damage, the toll of life 
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and property, was ten, fifteen, twenty 
miles away. 


Monday afternoon, nearly three days 
after the first shock: Earth tremors 
still coming. More than thirty per- 
ceptible shocks in three days, each one 
heavy enough to warrant a rating on its 
own account, enough to last even the 
most assiduous earthquake collector for 
a lifetime. Especially heavy shock 
this morning at five o'clock. Every- 
body had early breakfasts today. 

Everybody has the jitters. Frazzled 
nerves as common as broken windows 
and that’s plenty common. How for- 
tunate that principal quake on Friday 


evening came after school hours. 140 
school buildings damaged, several 
burned. All schools closed for a week 


to permit inspection and repairs. Bank 
holidays, school holidays; what next? 
Perhaps a tax holiday! 

Table just started to jiggle and I 
jumped up with the thought of another 
tremor. Find I only hit leg of table 
with my knee. Shows how tight- 
nerved we all are. 

Saturday morning some fool radio 
station announced there would be an- 
other bad quake between noon and one 
o'clock. Nobody stopped to ask how 
radio station knew so much. Tension 
in high office buildings almost over- 
whelming. People working with both 
eyes on clock instead of customary one. 
Radio station wrong again. 

Nobody has to tell when an earth- 
quake comes. You know it through 
some strange sense handed down per- 
haps from remote ancestors. The knees 
turn to water and there is an empty 
spot right under the pit of the stomach 
at the first tremor, seconds before the 
mind realizes what is happening. Why 
the instinct to get out into the open? 
Everybody rushes for doors and the 


street. Many more killed outdoors 
than in; buildings do not fall neatly, 
each into its own foundation, but scat- 
ter messily. Being outside is no pro- 
tection unless in an open field. But as 
shocks continue people obey instinct 
and not common sense. 

How slowly news of disaster travels 
even when close to home. Main shock 
at five fifty P. M. Friday, lasting only 
a minute, though it seemed hours. In 
residential section of Los Angeles little 


damage; pictures down from walls, 
furniture shifted, dressing tables 


strewn with rows of prostrate bottles, 
hearts thumping at double the legal 
speed limit, but no real disasters. Fam- 
ilies grouped in the hallways of home 
waiting for the expected secondary 
tremors. Perhaps the first shock was 
only the beginning and family should 
be herded into fancied 
safety. We expect two or three more 
tremors, but after six more shocks 
within two hours, we are fed up. Radio 
on full blast. 
ous tension. 


out-of-doors 


Sort of relieves the nerv- 
Program suddenly inter- 
rupted,—**All members of American 
Legion report to Patriotic Hall for 
duty at San Pedro and Long Beach to 
prevent looting.” 

This first “news” at eight o’clock, 
two hours after first earthquake. Evi- 
dently the coast cities got it worse than 
we did. 


How bad do you suppose it 
was? 


Thought runs riot. 

Then after fifteen minutes, a radio 
soprano shut off halfway through a 
high note and replaced by a baritone 
voice, “No matter what rumors you 
may hear, stay in your homes and do 
not attempt to reach Huntington Park 
or Long Beach. You 


cannot get 
through. The roads are patrolled.” 
Gosh! Something pretty tough must 


have happened down there; guess we 
were lucky after all. 











“There’s another! Get to the door! 
That was a heavy one. Didn't last very 
long, though.” We are in a well-built 
house but these earth gripes rattle it 
like a milk can full of pebbles. The 
chandelier in the dining room hasn't 
stopped swinging since the first shock 
nearly three hours ago, 





To the office early Saturday morn- 
ing expecting to find it a wreck. If pic- 
tures are down and everything upset 
on the first floor of a house five miles 
further away from the center of the 
quake, how much worse it must be on 
the top floor of a twelve-story building 
downtown. Surprised to find the ele- 
vators working. Almost afraid to step 
out into the office. Why, nothing hap- 
pened at all. There is the bowl of 
flowers still upright on the reception 
room table. No broken glass anywhere. 
That’s what modern steel construction 
does for you. Careful search shows 
two or three bad plaster cracks mostly 
in partition walls. No other damage. 
That’s a_ relief, anyway, even if 
throughout the day the little shocks 
that are hardly noticeable on the street 
make the top of the building sway 
slowly back and forth as if you were 
riding the tip of an inverted pendulum. 

Long Beach, in the bright Sunday 
sunshine does not look like the stricken 
city it is. The forest of oil derricks on 
Signal Hill stands as usual; minor 
blazes there were controlled and extin- 
guished quickly. The tall buildings 
stand, visible from the distance as al- 
ways, although some are said to be un- 
safe for the future. 

Legionaires and motorcycle officers 
bar all roads into the city. “Where and 
why?” says one as the cars come 
abreast. “Going home; I live in Long 


Beach.” “All right sir, straight ahead,” 


M. 
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says the officer as he turns to a car full 
of sightseers and orders them back. 


Straight ahead, and nothing spec- 
tacular to be seen. Then little buildings 
with a few bricks—many _ bricks—a 
whole wall— collapsed and in heaps on 
the sidewalk. A big public garage, just 
a shell anyway, with three walls fallen 
outward and the undamaged roof laid 
on the ground in the center. A bank 
roped off, guarded by marines with 
rifles and fixed bayonets. It’s undam- 
aged—no, the walls are bulged and 
cracked although they have not fallen, 
and the whole building is twisted out 
of line. Have to be wrecked, probably. 

There’s a church roped off. Never 
did look well built. The spire is unsaie, 
they say, and the whole is to be pulled 
down. Here’s an apartment house. It 
looks like a child’s doll-house with all 
the front rooms open to the street like 
that. There is the front wall, tumbled 
halfway across the street with a big 
sedan at the curb buried under it. No 
one in the car, luckily. Another apart- 
ment—what happened to it? All right 
in front except for a few cracks, but 
aren't those lines of brick crazily 
crooked? The fire escape, full of 
bricks, is twisted and sags away from 
most of its fastenings. 


The little residences are all right— 
the wood frame ones, anyhow. Chim- 
neys are down, and fireplaces have 
fallen out. Probably some shaky 
plaster came down. Here’s a little bun- 
galow with the door knob level with 
the top of the four front steps—what 
happened to it? Look at the founda- 
tions—it was built on flimsy stilts, and 
they gave way, setting the house down 
on the ground without even breaking 
a window. A bungalow court with its 
thin little brick wall tumbled out and 
the big window frame fallen in—an- 
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other just like it— and a third. Shows 
how they were built. 

Tents are set up everywhere. 
People living on their own front lawns, 
cooking, making coffee on campfires in 
the gutters. The shut off to 
avoid fire hazard. Every vacant lot has 
tents, tarpaulins, shelters, for people 
who prefer the out-doors until things 
quiet down. Until things quiet down! 
It's over forty hours since the first 
quake that did the damage, and the 
shakes are still felt at frequent inter- 
vals—there’s one now, quite a nasty 
shiver, but not enough to do damage. 


gas 1S 


Someone says the seismograph needle 
in Pasadena hasn’t been perfectly still 
since the first shock. Wonder if that’s 
true? Must be, from what people say 
they've felt here. 

Here is a viaduct—careful of the 
bump—the floor is five inches higher 
than the road. Another bump on the 
other side; the whole structure is 
higher than the approaches. Look at 
the cracks in the pavement! All the de- 
fects that had been repaired have 
opened up so the paving is criss-crossed 
with shallow fissures a half inch to an 
inch wide. No wonder people say the 
roadway was like putty while the first 
and the second and some of the later 
shakes were going on. 

Notice how many schools are ruined! 
Must 
ready. 


have passed seven or eight al- 
Brick buildings mostly (brick 
should be unpopular for construction 
now; most of the damage seems to be 
fallen bricks) with big rooms, arch- 


Ways, auditoriums, gymnasiums all 
open spaces; apparently the easiest 


tvpe of building to shake down. What 
a blessing the quake came after day 
school and before night school opened! 
Yes, and how many other blessings, or 
miracles, or just chance, kept the loss 
of life as low as it was? Just a little 


mn 


earlier, a little later, a little more 
severe, a little different area, and how 
much worse it might have been. 

In Fontana, sixty miles northeast 
from the center of the quake. Even at 
that distance, it came with a_ half 
smothered broken rumble, like reversed 
thunder. The sky had been growing 
increasingly dark. Not quite six 
o'clock. The air was dead and slightly 
stifling for this country. Typical quake 
weather. [ had parked my car diag- 
onally against the curb. Then the 
rumbles. The car began bucking and 
jerking. Other cars on either side were 
dancing and shimmying, and_ store- 
keepers and their customers hurried 
out onto the sidewalk to look up at the 
sky for no logical reason. 

Groups laughed. This sort of thing 
happened ever so often. Exceptionally 
strong this time though. Storekeepers 
and customers slipped back into the 
stores. 
about. 

Within the next two hours, the 
house I was in, constructed of heavy 
stone tile, trembled several times. The 
radio wouldn’t work. When it came 
back it flashed a call for legionaire units 


Nothing to show any concern 


and navy men for pillage service in 
Long Beach, the first indication of a 
major quake. This was followed by a 
news flash. I tried to call my family 
located fifteen miles from the stricken 
area. The call would be delayed an 
hour. I said I would wait. A few 
moments later the house jarred, as if 
shoved and jerked back again. (My 
call probably wouldn’t get through for 


hours.) The shocks seemingly would 
continue through the night. The 
stricken area might spread. I drove 


back to San Gabriel, and found two 
neighboring youngsters in our beds (as 
well as our own) and their mother, my 
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wife and our maid sitting on the edge 
of chairs waiting for the next one. It 
came shortly after eleven o'clock. The 
house, Monterey type, built for this 
sort of thing, strained like a ship at sea. 

Intermittent movements of minor in- 
tensity came during the night, with a 
heavy shock about six-thirty in the 
morning. That day, Saturday, was one 
of minor vibrations, We were becom- 
ing quake conscious. Sunday seemed 
to mark the final tapering off of the 
disturbance. Having reached that con- 
clusion, another waving motion set it 
aside. 

\bout sunrise Monday morning, | 
was half awakened by a heavy shaking 
of the bed. change of pace jerked 
me wide awake. The room squeaked 
like a box under pressure. The quake 
was merely completing its work in the 
stricken area by jarring down tottering 
walls. 

During Monday slight jars are felt 
in Los Angeles, in our offices and in 
the streets of the business district. 
Little damage has occurred in our of- 
fices, a half dozen ceiling and wall 
cracks, and some bits of fallen plaster. 
The worst damage is that tremors will 
have a new meaning for most of us. 
They used to be more amusing than 
disconcerting. 

The tremors continue. Many minor 
pulsing ones, also a few that compel 
notice. 

Co-operation Between Accountants and 
The New York Stock Exchange 
(Continued from Page 4) 
auditor must assume the duty of expressing 
his dissent through a qualification in his re- 
port, or otherwise, if the conclusions reached 
by the management are in his opinion mani- 
festly unsound, he does not undertake in 


practice, and should not, we think, be ex- 
pected to substitute his judgment for that 
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of the 


difference is 
not of major importance, when the manage- 


management when the 
ment's judgment is not unreasonable, and 
when he has no reason to question its «ood 
faith. 

Your sixth question, apart from the spe- 
cific reference to the principles enumerated, 
aims, we assume, to insure that 
are following accounting practices which 
have substantial authority back of them. 
Answers to this question of an affirmative 
character will not, of course, be understood 
as implying that all of the clients of a given 
firm observe similar or equally conservative 
practices, either in the case of companies 
engaged in the same industry, or in the case 
of different industries, or even that the ac- 
counting principles adopted-are precisely those 
which the accountant would have himself se- 
lected, had the sole choice rested with him. 

We agree with the five general principles 
enumerated in the memorandum attached to 
your letter, but it may, we suppose, be un- 
derstood that rigorous application of these 
principles is not essential where the amounts 
involved are relatively insignificant. We 
mention this point not by way of any sub- 
stantial reservation but to avoid 
later criticism based on narrow technicalities. 

We shall be glad, if desired, to go further 
into any of the questions herein discussed, 
in such way as may be most convenient to 
the Exchange. 


companies 


possible 


Very truly yours, 


Arthur Andersen & Co. 

Jarrow, Wade, Guthrie & Co. 

Deloitte, Plender, Griffiths & Co. 

Haskins & Sells. 

Lybrand, 
gomery 

Peat, Marwick, Mitchell & Co. 

Price, Waterhouse & Co. 

Touche, Niven & Co. 

Arthur Young & Co. 


( Signed ) 


Ross Bros, & Mont- 


Copies of the foregoing letter have 
been sent to practically all firms under- 
taking audits of listed companies, to 
the American Institute of Accountants, 
and the American Society of Certified 
Public Accountants, and to each state 
society. 
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Taxation in IlIlinois He worked the petty cash drawer until it 


From time to time our Chicago oft- 
fice receives from our other offices in- 
quiries pertaining to real estate or per- 
sonal property taxes levied in Illinois. 
The article which appears in this issue 
under the title of Taxation in [llinois 
was prepared by two members of our 
Chicago office organization with a view 
to giving a general understanding of 
the more important taxes and of the 
methods of their imposition in_ that 
state. 


Another Source of Worry to 
Agencies and Publishers 


Mr. Herbert L. Stephen, who writes 
“The Advertiser” column of the finan- 
cial section of the Vew York Evening 
Post, wrote recently as follows: 

Of late advertising agencies and publish- 
ers have been running into a new problem, 
that of greater protection of their cash. 

From sources that can be relied upon we 
hear of what amounts to embezzlement of 
an agency's entire working capital by the 
bookkeeper over a period of about a year. 


groaned and refused to open any more. He 
was bonded for only about one-fourth of the 
loss. 

A publisher had a nice appearing cashier 
in his office until the first of this month. The 
auditors walked in one day; the young lady 
put on her hat and coat and walked out. She 
has not been seen since. She had only been 
drawing two salary checks for herself ever 
since she was put in that position of trust. 
The bonding company had not even 
notified of the young lady's employment 
though she had been there over a year. 


x co a 


been 


And that is only a few; we have heard of 
many more. 

We all make errors, but some are so ob- 
vious that they should be caught before they 
not only do financial harm but physical and 
moral harm as well. 

All of us in advertising sell on the idea 
of getting the layman’s viewpoint. Might it 
not be a good thing for all concerned to get 
an outsider’s viewpoint on our own problems, 
particularly financial, in times like the pres- 
ent? Auditors are still available and most 
of them are overly conscientious. 

Red ink is red ink in any language, but 
too many of us try to shade it into the blue 
of progress. 
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Notes 


The committees appointed by the 
president of the American Institute of 
Accountants for the fiscal year 1932- 
1933 include members our firm 
among their membership, as follows: 

Special Committee on Cooperation 
with Stock William M. 
Lybrand. 

“Special Committee on Administra- 
tion of Endowment, T. Edward Ross, 


of 


exchanges, 


Chairman. 

Special Committee on Terminology, 
Robert H. Montgomery, Chairman, 

Special Committee on Accounting 
Procedure, Walter A. Staub. 

Mr. Lybrand is also a member of 
the Council of the Institute. 


Colonel Montgomery was one of the 
leaders in the discussion of “Problems 
Presented by Taxation—Federal and 
State” at the December meeting of the 
New York State Society of Certified 
Public Accountants. Mr. Staub ad- 
dressed the Newark Chapter of the 
National Association of Cost Account- 
ants at its December meeting on Fed- 
eral Taxation, and on February 2nd 
was one of the speakers at the taxation 
meeting of the Accountants Club. 


The address by Mr. Staub on the 
topic “The Disposition in the Accounts 
of Abnormal Losses,” delivered at the 
November meeting of the New York 
State Society of Certified Public Ac- 
countants, has been published in the 
January, 1933, Bulletin of the Society. 


Mr. Sweet addressed the Worcester 
Chapter of the National Association of 
Cost Accountants on November 17th 
on the subject of “Interpretation of 
Financial Statements.” He spent many 
hours in the study of corporate annual 
reports in the preparation of this 
address. 


Mr. Keller has been very active with 
the National Economy League. He is 
now chairman of the executive commit- 
tee and vice-chairman of the General 
Massachusetts Committee. The vigor- 
ous campaign of the League during the 
past winter served as a valuable ground 
breaker for the enactment of President 
bill which 
passed by Congress during the present 
month. Mr. Keller has also been ap- 
pointed one of the vice-chairmen of 
the Boston Chamber of Commerce 
Committee on Corporate Membership. 


Roosevelt’s economy was 


On February 21st the Philadelphia 
Chapter of the Pennsylvania Institute 
of Certified Public Accountants had a 
joint meeting with the Philadelphia 
Chapter of the Robert Morris Asso- 
ciates. The meeting was held under the 
auspices of the Institute’s Committee 
on Cooperation with Bankers, of which 
Mr. Russell of our firm is chairman. 
The program provided for three mem- 
bers of the Robert Morris Associates 
and three members of the Institute to 
cite specific instances (without names ) 
of mismanagement in business during 
the past year which detailed audits 
would have uncovered with a general 
discussion of the points raised by each 
speaker as soon as he had finished. 


Mr. Perry is chairman of the Ac- 
countants’ Group of the Share-the- 
Work Movement in Massachusetts. 

Mr. E. B. Hughes of our Boston 
office has been appointed a special lec- 
turer by the Bentley School of Ac- 
counting. 


At the annual meeting of the Ohio 
Society of Certified Public Account- 
ants, Mr. R. E. Warren was elected 

















vice-president. At the October meet- 
ing of the Society, held jointly with 
the Cleveland Chapter of the Robert 
Morris Associates, he spoke on the 
subject of “Contingent Liabilities.” 
Later he read a paper on “Budgetary 
Control” before the St. Louis, Missouri, 
and Memphis, Tennessee, Chapters of 
the National Association of Cost Ac- 
countants. 


Mr. Bischoff was the speaker at the 
February meeting of the New York 
Society of Accountants, his subject be- 
ing “Some Features of the New York 
State Income Tax Distin- 
guished from the Federal Income Tax 


Law as 


Law.” The following letter from the 
chairman of the Society’s program 
committee indicates the impression 


made by Mr. Bischoff : 

On Tuesday evening, February 28th, Mr. 
H. E. Bischoff, of your tax department, gave 
a very interesting and illuminating address 


Chaos in 
The tremendous increase during the 
past two decades in taxes levied by our 
governments, national, state and local, 
has produced not merely a condition 
of high rates in old established forms 
of taxation, such as the real estate tax, 
but it has also led to a seeking out of 
many new forms of taxation, such as 
the gasoline tax and numerous other 
excises. A serious development has 
been the duplication of taxation by the 
federal and state governments (and 
sometimes also by municipalities) on 
the same property, source of income or 
business activity. 
The taxation which 
been developing as a result of 


chaos in has 
the 
tendencies in taxation above referred 
to is well described in the following ex- 
tracts from an article in Current His- 
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before the members of 
ciety of Accountants. 
Contrasting the New York with that of 
the Federal Tax law, he waded, step by step, 
through the maze of citations and interpreted 
them in a manner that did justice to himself 
and the reputable organization he represents. 


the New York So- 


Wakefield of our 
was a member of the 
committee in charge of program for 
the meeting of the Massachusetts So- 
ciety of Certified Public Accountants 
on December 19th last, on which occa- 
sion Federal Taxation was the topic of 
discussion. Mr. Wakefield spoke in de- 
tail on Sections 111-114 of the 1932 
Revenue Act relating to gains or losses 
on sales and exchanges, depreciation, 
depletion, etc. 


Mr. 
Boston 


Edwin E. 
office 


Mr. J. R. Freeman of the Seattle 
office staff passed the C. P. A. exami- 
nation held last November. We under- 
stand that only 2 passed out of about 
35 taking the examination. 


Taxation 


tory by Professor William B. Munro: 

In the first place, we have no accepted 
philosophy of taxation in the United States. 
We have established no boundaries between 
the jurisdictions of the various taxing 
authorities. The power to tax is vested in 


the federal government and in the legisla- 
tures of the 48 states. Both possess their 
powers in almost unrestricted form. 


The inevitable consequence is that the tw« 
sets of taxing authorities have entered into 
a spirited competition, each giving heed to 
its Own necessities with scant regard for the 
fact that the taxpayer is being hit twice in 
the same place from different directions. 

When the tax amendment was 
added to the federal constitution 20 years 
ago it was argued that the national govern- 
ment should be given the right to tax in- 
comes, because if the states levied the tax 
there would be evasion by changes of legal 
residence. For a time after the amendment 
was adopted the states did give Congress a 
clear field in taxing individual incomes. 


income 
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But they seem no longer disposed to con- 
tinue this policy. A number of them have 
already put income tax laws into effect and 
more of them are now considering such 
action. 

So with taxes on estates and inheritances. 
\n inheritance, indeed, may be taxed sev- 
eral times—for example, by the federal gov- 
ernment, by the state in which the decedent 
lived, by the state in which the property is 
located and by the state in which the securi- 
ties have been kept. 

\pparently we are going to develop a 
similar situation as respects the taxation of 
sales. Both Congress and the state legisla- 
tures have constitutional power to impose 
the sales tax, and such a tax, if properly ap- 
plied, might give our whole tax system a 
better balance. But if one of our tax authori- 
ties imposes such a tax and it proves suc- 
cessful the other will inevitably follow suit; 
we know that from experience. 
years ago Oregon hit upon the 


Fourteen 

idea of a 
gasoline tax. 

Here was a fruitful source of revenue, at 
le. per gallon. The new tax proved easy to 
levy, difficult to evade, and lucrative beyond 
all expectations. Within a short time, there- 
fore, every state in the Union followed Ore- 
gon’s example, but with rates ranging from 
lc. to 7c. per gallon. 
allowed their 


In addition some states 
counties and cities to levy 
gasoline taxes also, so that the cumulative 
tax burden on a gallon of gasoline, before it 
gets into the automobile tank, is sometimes 
Sc. or 10c. 

With all the states using this form of taxa- 
tion so voraciously, it might have been 
thought that Congress would leave it alone. 
Not so, however. In the billion-dollar tax 
bill of 1932 the federal authorities put their 
own le. per gallon on top of the state ex- 
cises. It was explained that this was a tem- 
porary emergency measure, but it has al- 
ready become apparent that the federal tax 
will be continued indefinitely. 

Meanwhile the states have their own way 
of answering this challenge to the integrity 
of their tax areas, namely, by a counter- 
invasion of the regular excise field—cigars, 
cigarettes, and so on—which the national 
government has for a century arrogated to 
itself. 

Meanwhile Congress is not the only legis- 
lative body in the United States that has a 
general sales tax under consideration. At 


M. Journal 


least a dozen state legislatures are wrestling 
with the proposition at the present time. So 
no one need delude himself into believing 
that if Congress refuses to accept the general 
sales tax the people of the country will be 
immune from such an impost. It probably 
means that the slouch-hatted Solons in our 
state legislatures will rush in where the 
angels on the Potomac fear to tread. Then, 
as in the case of the gasoline tax, Congress 
will join the rear guard, and between our 
two great agencies of tax jurisdiction every 
yard of cloth and spool of thread, every pair 
of gloves or shoes sold in the United States 
will ultimately be called upon to pay a bifur- 
cated tribute to our national and state treas- 
uries. 

Professor Munro goes on to point 
out that to make matters worse we 
have no philosophy of taxation as re- 
spects its purpose. Limitations of 
space unfortunately forbid quoting his 
presentation of the development of the 
idea that taxation ought also to have 
a social or regulative purpose, 

The following are suggested by Pro- 
fessor Munro as essential to the stem- 
ming of the steady march to chaos in 
American taxation: 

1. An equitable division of the sources of 
public revenue between the nation and the 
states should be agreed upon. 

2. We should develop a sense of caution 
with respect to the idea that a tax system is 
primarily an agency of economic and social 
readjustment. 

3. There is a serious need for a recogni- 
tion of the fact that the planning of a sound 
tax system is no task for politicians. It is 
a complicated and difficult job requiring a 
high degree of skill. Congress ought, there- 
fore, to provide for the establishment of a 
permanent, non-partisan federal tax com- 
mission of experts whose function it would 
be to carry on research into the tax problem, 
to study the actual workings of the existing 
tax laws and to make recommendations for 
improving them. 


The article is a thought-provoking 
contribution to the consideration of 


one of the most vital problems facing 
our country today. 
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